Report of the auditor-general to the Northern Cape Provincial 
Legislature and the council on Kai !Garib Local Municipality 


Report on the audit of the financial statements 


Qualified opinion 

1. I have audited the financial statements of the Kai IGarib Local Municipality set out on pages 18 
to 114, which comprise the statement of financial position as at 30 June 2018, the statement of 
financial performance, statement of changes in net assets, cash flow statement and the 
statement of comparison of budget information with actual information for the year then ended, 
as well as the notes to the financial statements, including a summary of significant accounting 
policies. 

2. In my opinion, except for the possible effects of the matters described in the basis for qualified 
opinion section of this auditor’s report, the financial statements present fairly, in all material 
respects, the financial position of the Kai IGarib Local Municipality as at 30 June 2018, and its 
financial performance and cash flows for the year then ended in accordance with Standards of 
Generally Recognised Accounting Practice (Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and 
the Division of Revenue Act of South Africa, 2017 (Act No. 3 of 2017) (DoRA). 

Basis for qualified opinion 

Payables from exchange transactions 

3. I was unable to obtain sufficient appropriate audit evidence that consumer debtors with credit 
balances had been properly accounted for due to the status of the accounting records. I was 
unable to confirm the consumer debtors with credit balances by alternative means. 
Consequently, I was unable to determine whether any adjustment was necessary to consumer 
debtors with credit balances disclosed at R10 550 007 (2017: R7 301 992) in note 18 to the 
financial statements. Additionally, there was a resultant impact on receivables from both 
exchange and non-exchange transactions. 

4. I was unable to obtain sufficient appropriate audit evidence for the restatement of the 
corresponding figure for payroll creditors disclosed in note 18 to the financial statements. The 
payroll creditors balance was restated in the current year, but the restatement could not be 
substantiated by supporting audit evidence. I was unable to confirm the restatement by 
alternative means. Consequently, I was unable to determine whether any adjustment to payroll 
creditors stated at R19 795 704 in the financial statements was necessary. 

5. The municipality did not accurately account for payables from exchange transactions in 
accordance with GRAP 1, Presentation of financial statements. As the municipality did not 
account for expenses on the accrual basis and reclassify trade payables accounts with debit 
balances to receivables from exchange transactions, there was a difference between the 
amount as per the Department of Transport, Safety and Liaison confirmation and the recorded 
amounts. This resulted in payables being understated by R3 800 217. This had an impact on 
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receivables from exchange transactions, revenue - agency fees, expenditure - contracted 
services and the surplus for the period. 

Employee benefit obligations 

6. I was unable to obtain sufficient appropriate audit evidence for employee benefit obligations 
due to the poor status of the accounting records. The management expert report indicating the 
amount that should be accounted for as employee benefit obligations was not submitted when 
requested. I was unable to confirm the balance by alternative means. Consequently, I was 
unable to determine whether any further adjustments were necessary to the employee benefit 
stated at R18 417693 disclosed in note 15 to the financial statements. 

Revenue from exchange transactions 

7. The municipality recognised items that did not meet the definition of revenue in accordance 
with GRAP 9, Revenue from exchange transactions, and also did not measure revenue at the 
fair value of the consideration received or receivable, as required by the standard, as the 
municipality did not have adequate systems in place for processing and reconciling of 
transactions. The municipality did not allocate the indigent support/subsidy for all qualifying 
indigents. Consequently, both service charges revenue and receivables from exchange 
transaction were overstated by R5 542 592 respectively. Additionally, there was a 
consequential impact on the surplus for the period and on the accumulated surplus. 

8. The municipality recognised items that did not meet the definition of revenue in accordance 
with GRAP 9, Revenue from exchange transactions, and also did not measure revenue at the 
fair value of the consideration received or receivable, as required by the standard. The 
municipality recognised revenue and receivables from the billing of their own accounts. 
Consequently, both service charges revenue and receivables from exchange transaction were 
overstated by R4 324 876 (2017: R7 739 176) respectively. Additionally, there was a resultant 
impact on the surplus for the period and on the accumulated surplus. 

Expenditure 

9. I was unable to obtain sufficient appropriate audit evidence for consumables and materials as 
described in note 37 to the financial statements. I was unable to confirm the consumables and 
materials by alternative means. Consequently, I was unable to determine whether any 
adjustment was necessary to the consumables and materials accounts stated at R4 801 851 in 
the financial statements. Additionally, there was a resultant impact on the debt impairment, 
surplus for the period and on the accumulated surplus. 

10. During 2017, the municipality did not classify all items of expenditure in accordance with GRAP 
1, Presentation of financial statements. Included in expenditure of R308 905 436, is grant 
expenditure amounting to R16 808 325, which was not appropriately presented according to its 
nature in note 38 to the financial statements. 

11.1 was unable to obtain sufficient appropriate audit evidence for the restatement of the 

corresponding figure for bulk purchases and general expenses in the financial statements. As 
described in note 55, the restatement was made to rectify a prior year misstatement, but the 
restatement could not be substantiated by supporting audit evidence. I was unable to confirm 
the restatement by alternative means. Consequently, I was unable to determine whether any 
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adjustment to bulk purchases and general expenses stated at R35 690 943 in the financial 
statements was necessary. 


Inventory 

12. During 2017, I was unable to obtain sufficient appropriate audit evidence for inventory, as the 
municipality did not have adequate systems in place to record inventory. I was unable to 
confirm the balance by alternative means. Consequently, I was unable to determine whether 
any further adjustments were necessary to the inventory stated at R4 959 485 in note 4 to the 
financial statements. My audit opinion on the financial statements for the period ended 30 June 
2017 was modified accordingly. My opinion on the current periods financial statements is also 
modified because of the possible effect of this matter on the comparability of the current 
period’s figures. 

Receivables from exchange transaction 

13. During 2017,1 was unable to obtain sufficient appropriate audit evidence for the debt written off 
for accounts receivable. As described in note 33 to the financial statements, bad debts in 
respect of indigent debtors were written off but this could not be substantiated by supporting 
audit evidence. I was unable to confirm the debt write-off by alternative means. Consequently, I 
was unable to determine whether any adjustment was necessary to accounts receivable stated 
at R28 824 469 in the financial statements. My audit opinion on the financial statements for the 
period ended 30 June 2017 was modified accordingly. My opinion on the current period’s 
financial statements is also modified because of the possible effect of this matter on the 
comparability of the current period’s figures. 

Commitments 

14. The municipality did not disclose comparative figure for commitments in accordance with 
GRAP 1, Presentation of financial statements. Additionally, the current year figure for 
commitments was not disclosed in the financial statements. This resulted in the non-disclosure 
of the commitments figures amounting to R36 312 285 (2017: R26 494 242). 

Irregular expenditure 

15. The municipality is required by section 125(2)(d) of the MFMA to include particulars of irregular 
expenditure in the notes to the annual financial statements. The municipality incurred 
expenditure in contravention of the supply chain management (SCM) requirements that was 
not included in irregular expenditure in the current and previous year. The municipality did not 
have adequate systems to maintain complete records of irregular expenditure. In addition, 
irregular expenditure related to the prior year, identified as recoverable, was not disclosed 
accordingly. Due to this lack of systems, I was not able to confirm the amount of irregular 
expenditure to be disclosed by alternative means. Consequently, I was unable to determine 
whether any further adjustment to irregular expenditure of R69 370 029 (2017: R61 604 987), 
as disclosed in note 50 to the financial statements, was necessary. 

Fruitless and wasteful expenditure 

16. During 2017, the municipality did not have adequate systems to maintain complete records of 
fruitless and wasteful expenditure, as required by 125(2)(d) of the MFMA. Consequently, I was 
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48. Reasonable steps were not taken to prevent irregular expenditure, as required by section 
62(1 )(d) of the MFMA. The expenditure disclosed does not reflect the full extent of the irregular 
expenditure incurred as indicated in the basis for qualification paragraph. The majority of the 
disclosed irregular expenditure was caused by non-compliance with supply chain management 
regulations. 

49. Reasonable steps were not taken to prevent fruitless and wasteful expenditure, as required by 
section 62(1 )(d) of the MFMA. The expenditure disclosed does not reflect the full extent of the 
fruitless and wasteful expenditure incurred as indicated in the basis for qualification paragraph. 
The majority of the disclosed fruitless and wasteful expenditure was caused by interest 
incurred on late payments of suppliers. 

Revenue management 

50. An effective system of internal control for debtors / revenue was not in place, as required by 
section 64(2)(f) of the MFMA. 

Asset management 

51. An effective system of internal control for assets (including an asset register) was not in place, 
as required by section 63(2)(c) of the MFMA. 

52. Capital assets were disposed of without the municipal council having considered the fair 
market value of the assets and the economic and community value to be received in exchange 
for the assets as required by section 14(2)(b) of the MFMA. 

Liability management 

53. An effective system of internal control for liabilities including a liability register was not in place, 
as required by section 63(2)(c) of the MFMA. 

54. A bank overdraft / credit facility was incurred without a resolution of the municipal council 
approving the debt agreement, in contravention of section 45(2)(a) of the MFMA. 

55. A bank overdraft / credit facility was not repaid within the financial year, as required by section 
45(4) of the MFMA. 

Strategic planning and performance management 

56. The review of the IDP was not done in accordance with the results of the performance 
evaluation, as required by section 34(a) and 41(1 )(c)(ii) of the MSA. 

57. The performance management system and related controls were inadequate as it did not 
describe how the performance planning, monitoring, measurement, review, reporting and 
improvement processes should be conducted and managed, as required by municipal planning 
and performance management reg. 7(1). 

Procurement and contract management 

58. Some of the goods and services with a transaction value of below R200 000 were procured 
without obtaining the required price quotations, in contravention of by SCM regulation 17(a) 
and (c). Similar non-compliance was also reported in the prior year. 
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59. Some of the goods and services of a transaction value above R200 000 were procured without 
inviting competitive bids, as required by SCM regulation 19(a). Deviations were approved by 
the accounting officer even though it was not impractical to invite competitive bids, in 
contravention of SCM regulation 36(1). 

60. The preference point system was not applied to some of the procurement of goods and 
services above R30 000 as required by section 2(a) of the Preferential Procurement Policy 
Framework Act. Similar non-compliance was also reported in the prior year. 

61. The performance of some of the contractors or providers was not monitored on a monthly 
basis, as required by section 116(2)(b) of the MFMA. 

62. Awards were made to providers whose directors / principal shareholders were in the service of 
other state institutions, in contravention of MFMA 112(j) and SCM regulation 44. 

Utilisation of conditional grants 

63. The Water Services Infrastructure Grant was not spent for its intended purposes in accordance 
with the applicable grant framework, as required by section 17(1) of the Division of Revenue 
Act (Act 3 of 2017). 

Consequence management 

64. Unauthorised expenditure incurred by the municipality was not investigated to determine if any 
person is liable for the expenditure, as required by section 32(2)(a) of the MFMA. 

65. Irregular and fruitless and wasteful expenditure incurred by the municipality were not 
investigated to determine if any person is liable for the expenditure, as required by section 
32(2)(b) of the MFMA. 


Other information 


66. The accounting officer is responsible for the other information. The other information 
comprises the information included in the annual report. The other information does not include 
the financial statements, the auditor’s report and those selected development priorities 
presented in the annual performance report that have been specifically reported in this 
auditor’s report. 

67. My opinion on the financial statements and findings on the reported performance information 
and compliance with legislation do not cover the other information and I do not express an 
audit opinion or any form of assurance conclusion thereon. 

68. In connection with my audit, my responsibility is to read the other information and, in doing so, 
consider whether the other information is materially inconsistent with the financial statements 
and the selected development priorities presented in the annual performance report, or my 
knowledge obtained in the audit, or otherwise appears to be materially misstated. 

69.1 did not receive the other information prior to the date of this auditor’s report. When I do 
receive and read this information, if I conclude that there is a material misstatement therein, I 
am required to communicate the matter to those charged with governance and request that the 
other information be corrected. If the other information is not corrected, I may have to retract 
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this auditor’s report and re-issue an amended report as appropriate. However, if it is corrected 
this will not be necessary. 


Internal control deficiencies 


70. I considered internal control relevant to my audit of the financial statements, reported 
performance information and compliance with applicable legislation; however, my objective 
was not to express any form of assurance on it. The matters reported below are limited to the 
significant internal control deficiencies that resulted in the basis for the qualified opinion, the 
findings on the annual performance report and the findings on compliance with legislation 
included in this report. 

71. The leadership did not exercise oversight of financial and performance reporting and 
compliance and related internal controls. The leadership did not ensure implementation of 
review processesof information before submission as material errors were detected in the 
financial statements and non-compliance with laws and regulations and internal control 
deficiencies were noted throughout the audit process. 

72. The leadership of the municipality did not set the correct tone at the top. Senior management 
did not adhere to internal controls, which resulted in unauthorised and irregular expenditure not 
being detected by management and non-compliance with relevant laws and regulations. 

73. The lack of decisive action to mitigate emerging risks, implement timely corrective measures 
and address non-performance was evidenced by the failure of management to adequately 
address the external audit findings in a timely manner. The municipality failed to properly 
analyse the control weaknesses and implement appropriate follow-up actions that adequately 
addressed the root cause. This resulted in the audit findings in the prior year report recurring in 
the current year 

74. The leadership did not ensure adherence to SCM policy at the municipality, which resulted in 
processes not preventing irregular expenditure and material non-compliance. 

75. The accounting officer did not prepare regular, accurate and complete financial statements that 
are supported and evidenced by reliable information, review and monitor compliance with laws 
and regulations. 

76. Finance staff had an inadequate understanding of the accounting framework. This contributed 
to the numerous misstatements in the financial statements of the municipality. 

77. Effective and appropriate disciplinary steps were not taken against officials who made and 
permitted unauthorised, irregular and fruitless and wasteful expenditure. 
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78. The underlying systems and controls were inadequate to provide reliable and accurate 
evidence to support the reporting on predetermined objectives. 



14 December 2018 



SOUTH AFRICA 

Auditing to build public confidence 
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Annexure - Auditor-general’s responsibility for the audit 

1. As part of an audit in accordance with the ISAs, I exercise professional judgement and 
maintain professional scepticism throughout my audit of the financial statements, and the 
procedures performed on reported performance information for selected development priorities 
and on the municipality’s compliance with respect to the selected subject matters. 

Financial statements 

2. In addition to my responsibility for the audit of the financial statements as described in this 
auditor’s report, I also: 

• identify and assess the risks of material misstatement of the financial statements whether 
due to fraud or error, design and perform audit procedures responsive to those risks, and 
obtain audit evidence that is sufficient and appropriate to provide a basis for my opinion. 
The risk of not detecting a material misstatement resulting from fraud is higher than for one 
resulting from error, as fraud may involve collusion, forgery, intentional omissions, 
misrepresentations, or the override of internal control 

• obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the municipality’s internal control 

® evaluate the appropriateness of accounting policies used and the reasonableness of 
accounting estimates and related disclosures made by the accounting officer 

• conclude on the appropriateness of the accounting officer’s use of the going concern basis 
of accounting in the preparation of the financial statements. I also conclude, based on the 
audit evidence obtained, whether a material uncertainty exists related to events or 
conditions that may cast significant doubt on the Kai IGarib Local Municipality ability to 
continue as a going concern. If I conclude that a material uncertainty exists, I am required 
to draw attention in my auditor’s report to the related disclosures in the financial 
statements about the material uncertainty or, if such disclosures are inadequate, to modify 
the opinion on the financial statements. My conclusions are based on the information 
available to me at the date of this auditor’s report. However, future events or conditions 
may cause a municipality to cease continuing as a going concern 

e evaluate the overall presentation, structure and content of the financial statements, 
including the disclosures, and whether the financial statements represent the underlying 
transactions and events in a manner that achieves fair presentation 

Communication with those charged with governance 

3. I communicate with the accounting officer regarding, among other matters, the planned scope 
and timing of the audit and significant audit findings, including any significant deficiencies in 
internal control that I identify during my audit. 

4. I also confirm to the accounting officer that I have complied with relevant ethical requirements 
regarding independence, and communicate all relationships and other matters that may 
reasonably be thought to have a bearing on my independence and, where applicable, related 
safeguards. 
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